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ALASKA STATE LEGISLATURE
SENATE FINANCE COMMITTEE

Senator Bert Stedman, Co-Chair
* State Capitol, Room 516

Juneau, AK 99801-1182

(907) 465- 3873 - Phone Phone - (907) 465- 4453

(907) 465-3922 - Fax Fax - (907) 465- 4523

Senator_Bert_Stedman@legis.state.ak.us Senator_Lyman_Hoffman@legis.state.ak.us
Official Business

Senator Lyman Hoffman, Co-Chair
State Capitol, Room 518
Juneau, AK 99801-1182

SPONSOR STATEMENT

SJR 9 - PERMANENT FUND DIVIDEND STABILIZATION

When the Permanent Fund was created, its investment authority was restricted to one asset class,
a bond only strategy. Income was generated by dividends received and by capital gains from
bonds sold at appreciated prices. Since that time, the Fund’s asset allocation now incorporates a
broader mix of asset classes which seeks to maximize return while minimizing risks. This
strategy, while offering higher returns, also increases the volatility of the Fund. Furthermore, it
exposes the Fund, during times of financial distress, to valuation swings that are detrimental to

the dividend payout.

Most trustees and managers of private and public funds see it as their fiduciary duty to use the
real return formula which is simply the total return minus inflation; paying particular attention to
maintaining their purchasing power over time. As opposed to the real return concept, the

Permanent Fund uses its own archaic method of calculating its distribution formula.

e First, the accounting net income is calculated by subtracting operating expenses and any
legislative appropriations from the total return of the Fund.

e From the accounting net income, unrealized gains or losses are subtracted or added which

results in the realized net income.

¢ From the realized net income, the Amerada Hess realized income is subtracted, thus

arriving at the statutory net income.

e The statutory net income is the amount used in the distribution formula.
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SJIR 9 Sponsor Statement
Page 2

This method of calculating the distribution of dividends leads to increased volatility and risk to

the dividend during times of economic stress.

SJR 9 poses the question to legislators whether to allow Alaskans to decide if management of the
Alaska Permanent Fund should be modernized to incorporate a more simplified approach. If
adopted by the voters in the 2010 general election, the constitutional amendments in this joint
resolution would change the way in which amounts available for appropriation from the
Permanent Fund are determined. The Legislature could appropriate an amount that would not
exceed five percent of the average market value of the Permanent Fund over the first five fiscal

years of the six years immediately preceding the fiscal year in which the money is appropriated.

This approach stabilizes the dividend payout and would still allow a distribution to the
Legislature as the current method does. Also it would protect the fund from inflation and allow

the fund to grow. SJR 9 does not allocate the amount available for appropriation for a specific

purpose.






